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(c) Special rules—(1) In general. For
the purpose of the equitable apportion-
ment of depletion among the several
owners of economic interests in a min-
eral deposit or standing timber, if the
value of any mineral or timber must be
ascertained as of any specific date for
the determination of the basis for de-
pletion, the values of such several in-
terests therein may be determined sep-
arately, but, when determined as of the
same date, shall together never exceed
the value at that date of the mineral or
timber as a whole.

(2) Leases. In the case of a lease, the
deduction for depletion under section
611 shall be equitably apportioned be-
tween the lessor and lessee. In the case
of a lease or other contract providing
for the sharing of economic interests in
a mineral deposit or standing timber,
such deduction shall be computed by
each taxpayer by reference to the ad-
justed basis of his property determined
in accordance with sections 611 and 612,
or computed in accordance with sec-
tion 613, if applicable, and the regula-
tions thereunder.

(3) Life tenant and remainderman. In
the case of property held by one person
for life with remainder to another per-
son, the deduction for depletion under
section 611 shall be computed as if the
life tenant were the absolute owner of
the property so that he will be entitled
to the deduction during his life, and
thereafter the deduction, if any, shall
be allowed to the remainderman.

(4) Mineral or timber property held in
trust. If a mineral property or timber
property is held in trust, the allowable
deduction for depletion is to be appor-
tioned between the income bene-
ficiaries and the trustee on the basis of
the trust income from such property
allocable to each, unless the governing
instrument (or local law) requires or
permits the trustee to maintain a re-
serve for depletion in any amount. In
the latter case, the deduction is first
allocated to the trustee to the extent
that income is set aside for a depletion
reserve, and any part of the deduction
in excess of the income set aside for
the reserve shall be apportioned be-
tween the income beneficiaries and the
trustee on the basis of the trust income
(in excess of the income set aside for

the reserve) allocable to each. For ex-
ample:

(i) If under the trust instrument of
local law the income of a trust com-
puted without regard to depletion is to
be distributed to a named beneficiary,
the beneficiary is entitled to the
deduction to the exclusion of the
trustee.

(ii) If under the trust instrument or
local law the income of a trust is to be
distributed to a named beneficiary, but
the trustee is directed to maintain a
reserve for depletion in any amount,
the deduction is allowed to the trustee
(except to the extent that income set
aside for the reserve is less than the al-
lowable deduction). The same result
would follow if the trustee sets aside
income for a depletion reserve pursu-
ant to discretionary authority to do so
in the governing instrument.

No effect shall be given to any alloca-
tion of the depletion deduction which
gives any beneficiary or the trustee a
share of such deduction greater than
his pro rata share of the trust income,
irrespective of any provisions in the
trust instrument, except as otherwise
provided in this paragraph when the
trust instrument or local law requires
or permits the trustee to maintain a
reserve for depletion.

(5) Mineral or timber property held by
estate. In the case of a mineral property
or timber property held by an estate
the deduction for depletion under sec-
tion 611 shall be apportioned between
the estate and the heirs, legatees, and
devisees on the basis of income of the
estate from such property which is al-
locable to each.

(d) Definitions. As used in this part,
and the regulations thereunder, the
term:

(1) Property means—(i) in the case of
minerals, each separate economic in-
terest owned in each mineral deposit in
each separate tract or parcel of land or
an aggregation or combination of such
mineral interests permitted under sec-
tion 614 (b), (c), (d), or (e); and (ii) in
the case of timber, an economic inter-
est in standing timber in each tract or
block representing a separate timber
account (see paragraph (d) of § 1.611–3).
For rules with respect to waste or resi-
due of prior mining, see paragraph (c)
of § 1.614–1. When, in the regulations
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under this part, either the word mineral
or timber precedes the word property,
such adjectives are used only to clas-
sify the type of property involved. For
further explanation of the term prop-
erty, see section 614 and the regulations
thereunder.

(2) Fair market value of a property is
that amount which would induce a
willing seller to sell and a willing
buyer to purchase.

(3) Mineral enterprise is the mineral
deposit or deposits and improvements,
if any, used in mining or in the produc-
tion of oil and gas, and only so much of
the surface of the land as is necessary
for purposes of mineral extraction. The
value of the mineral enterprise is the
combined value of its component parts.

(4) Mineral deposit refers to minerals
in place. When a mineral enterprise is
acquired as a unit, the cost of any in-
terest in the mineral deposit or depos-
its is that proportion of the total cost
of the mineral enterprise which the
value of the interest in the deposit or
deposits bears to the value of the en-
tire enterprise at the time of its acqui-
sition.

(5) Minerals includes ores of the met-
als, coal, oil, gas, and all other natural
metallic and nonmetallic deposits, ex-
cept minerals derived from sea water,
the air, or from similar inexhaustible
sources. It includes but is not limited
to all of the minerals and other natural
deposits subject to depletion based
upon a percentage of gross income from
the property under section 613 and the
regulations thereunder.

[T.D. 6500, 25 FR 11737, Nov. 26, 1960, as
amended by T.D. 6841, 30 FR 9305, July 27,
1965; T.D. 7261, 38 FR 5467, Mar. 1, 1973]

§ 1.611–2 Rules applicable to mines, oil
and gas wells, and other natural de-
posits.

(a) Computation of cost depletion of
mines, oil and gas wells, and other natu-
ral deposits. (1) The basis upon which
cost depletion is to be allowed in re-
spect of any mineral property is the
basis provided for in section 612 and the
regulations thereunder. After the
amount of such basis applicable to the
mineral property has been determined
for the taxable year, the cost depletion
for that year shall be computed by di-
viding such amount by the number of

units of mineral remaining as of the
taxable year (see subparagraph (3) of
this paragraph), and by multiplying
the depletion unit, so determined, by
the number of units of mineral sold
within the taxable year (see subpara-
graph (2) of this paragraph). In the se-
lection of a unit of mineral for deple-
tion, preference shall be given to the
principal or customary unit or units
paid for in the products sold, such as
tons of ore, barrels of oil, or thousands
of cubic feet of natural gas.

(2) As used in this paragraph, the
phrase number of units sold within the
taxable year:

(i) In the case of a taxpayer reporting
income on the cash receipts and dis-
bursements method, includes units for
which payments were received within
the taxable year although produced or
sold prior to the taxable year, and ex-
cludes units sold but not paid for in the
taxable year, and

(ii) In the case of a taxpayer report-
ing income on the accrual method,
shall be determined from the tax-
payer’s inventories kept in physical
quantities and in a manner consistent
with his method of inventory account-
ing under section 471 or 472.

The phrase does not include units with
respect to which depletion deductions
were allowed or allowable prior to the
taxable year.

(3) The number of units of mineral re-
maining as of the taxable year is the
number of units of mineral remaining
at the end of the year to be recovered
from the property (including units re-
covered but not sold) plus the number of
units sold within the taxable year as de-
fined in this section.

(4) In the case of a natural gas well
where the annual production is not me-
tered and is not capable of being esti-
mated with reasonable accuracy, the
taxpayer may compute the cost deple-
tion allowance in respect of such prop-
erty for the taxable year by multiply-
ing the adjusted basis of the property
by a fraction, the numerator of which
is equal to the decline in rock pressure
during the taxable year and the denom-
inator of which is equal to the expected
total decline in rock pressure from the
beginning of the taxable year to the
economic limit of production. Tax-
payers computing depletion by this
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method must keep accurate records of
periodical pressure determinations.

(5) If an aggregation of two or more
separate mineral properties is made
during a taxable year under section 614,
cost depletion for each such property
shall be computed separately for that
portion of the taxable year ending im-
mediately before the effective date of
the aggregation. Cost depletion with
respect to the aggregated property
shall be computed for that portion of
the taxable year beginning on such ef-
fective date. The allowance for cost de-
pletion for the taxable year shall be
the sum of such cost depletion com-
putations. For purposes of this para-
graph, each such portion of the taxable
year shall be considered as a taxable
year. Similar rules shall be applied
where a separate mineral property is
properly removed from an existing ag-
gregation during a taxable year. See
section 614 and the regulations there-
under for rules relating to the effective
date of an aggregation of mineral in-
terests and for rules relating to the ad-
justed basis of an aggregation.

(6) The apportionment of the deduc-
tion among the several owners of eco-
nomic interests in the mineral deposit
or deposits will be made as provided in
paragraph (c) of § 1.611–1.

(b) Depletion accounts of mineral prop-
erty. (1) Every taxpayer claiming and
making a deduction for depletion of
mineral property shall keep a separate
account in which shall be accurately
recorded the cost or other basis pro-
vided by section 1012, of such property
together with subsequent allowable
capital additions to each account and
all the other adjustments required by
section 1016.

(2) Mineral property accounts shall
thereafter be credited annually with
the amounts of the depletion so com-
puted in accordance with section 611 or
613 and the regulations thereunder; or
the amounts of the depletion computed
in shall be credited to depletion reserve
accounts. No further deductions for
cost depletion shall be allowed when
the sum of the credits for depletion
equals the cost or other basis of the
property, plus allowable capital addi-
tions. However, depletion deductions
may be allowable thereafter computed
upon a percentage of gross income from

the property. See section 613 and the
regulations thereunder. In no event
shall percentage depletion in excess of
cost or other basis of the property be
credited to the improvements account
or the depreciation reserve account.

(c) Determination of mineral contents of
deposits. (1) If it is necessary to esti-
mate or determine with respect to any
mineral deposit as of any specific date
the total recoverable units (tons,
pounds, ounces, barrels, thousands of
cubic feet, or other measure) of min-
eral products reasonably known, or on
good evidence believed, to have existed
in place as of that date, the estimate or
determination must be made according
to the method current in the industry
and in the light of the most accurate
and reliable information obtainable. In
the selection of a unit of estimate,
preference shall be given to the prin-
cipal unit (or units) paid for in the
product marketed. The estimate of the
recoverable units of the mineral prod-
ucts in the deposit for the purposes of
valuation and depletion shall include
as to both quantity and grade:

(i) The ores and minerals in sight,
blocked out, developed, or assured, in the
usual or conventional meaning of these
terms with respect to the type of the
deposits, and

(ii) Probable or prospective ores or
minerals (in the corresponding sense),
that is, ores or minerals that are be-
lieved to exist on the basis of good evi-
dence although not actually known to
occur on the basis of existing develop-
ment. Such probable or prospective ores
or minerals may be estimated:

(a) As to quantity, only in case they
are extensions of known deposits or are
new bodies or masses whose existence
is indicated by geological surveys or
other evidence to a high degree of prob-
ability, and

(b) As to grade, only in accordance
with the best indications available as
to richness.

(2) If the number of recoverable units
of mineral in the deposit has been pre-
viously estimated for the prior year or
years, and if there has been no known
change in the facts upon which the
prior estimate was based, the number
of recoverable units of mineral in the
deposit as of the taxable year will be
the number remaining from the prior
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